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Executive Summary 
The State of Oregon has acute housing and Early Care and Education (ECE) needs in nearly every corner 

of the state. This report was developed in response to a $10 million budget note in 2021 Oregon House 

Bill 5011 that seeks to respond to both challenges simultaneously, building spaces for ECE providers to 

serve children and families within or on the grounds of affordable housing developments. This model – 

known formally as ‘co-locating’ ECE facilities with affordable housing – has been successful in Oregon and 

beyond. However, programmatic challenges and misalignments, incongruous land use and wage policies, 

and limited funding have historically hampered large-scale, statewide attempts at co-location. This report 

identifies many of those challenges, makes broad recommendations for improving the abilities of housing 

developers and ECE providers to co-locate, and offers rationale for how the state might design the Oregon 

Co-Location Fund, to be initially supported with HB 5011’s $10 million seed investment.  

 

What are the benefits of co-locating ECE with affordable housing? Efforts to co-locate early care and 

education with affordable housing are rooted in evidence of what young children and their families need 

to thrive. Analysis in this report affirms the state of Oregon’s decision to incentivize co-located 

developments as a tool for achieving five critical policy goals: 

1. Responding to severe housing and child care shortages – Prior research suggests Oregon 

currently needs 30,000 more child care slots to meet base demand and will need 600,000 new 

housing units over the next two decades. Co-located development provides an opportunity to 

meet both ECE and housing supply needs simultaneously.  

2. Promoting healthy child development – Affordable, high-quality housing and ECE opportunities 

are key determinants of short- and long-term development of young children. Efforts to improve 

housing stability and early childhood experiences in tandem ensure future generations are 

supported in critical early years.  

3. Ensuring economic growth and resilience – Parents of young children struggle to maintain 

steady work and advance professionally when there are housing and ECE shortages. Supply-

building efforts can boost economic output and increase maternal labor force participation rates.  

4. Supporting coordinated and smart regional planning efforts – Streamlined efforts to bolster 

supply of housing and ECE simultaneously can make neighborhoods more family-friendly and 

help local officials identify ways to make land use planning and regulation an efficiency.  

5. Efficiently using public resources – Despite tremendous need, virtually no federal or state 

funding exists to support construction and expansion of ECE facilities. Identifying cross-sector 

financing tools for building supply represents responsible and efficient use of public dollars.  

 

Where in Oregon are co-located developments needed? Every county in the state of Oregon needs 

expanded ECE and housing supply. This report uses a framework for evaluating where needs might be 

most significant because of both lagging supply and significant proportions of Black, Indigenous, and 

People of Color (BIPOC) populations, low-income children, and children living in limited English proficient 

(LEP) or single-parent households. These groups tend to be most negatively impacted by housing and ECE 

supply shortages, but also could serve to benefit most from targeted investments and new developments. 

Counties with the highest proportions of target populations range in size and geographic classifications.  
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How does co-location typically work? Case studies and interviews with stakeholders conducted to inform 

recommendations revealed several common approaches to including an ECE facility on-site at an 

affordable housing development. Co-located developments generally occur through three broad 

scenarios, each of which could apply to a center- or home-based ECE facility1:  

1. New construction of the housing and ECE together; 

2. Preservation or rehabilitation of an existing building or plot of land for the development of 

housing and/or an ECE facility; or 

3. Tenant improvements (TI) to an existing space in a housing development to retrofit it as an ECE 

facility.  

 

To finance these scenarios, developers typically use the Low Income Housing Tax Credit (LIHTC), which is 

by far the largest subsidy for affordable housing construction. Certain costs beyond constructing housing 

– such as including common areas or space for resident or community services – can be covered with tax 

credits if the property is located in areas of concentrated poverty. Outside of these areas (known as 

Qualified Census Tracts), securing financing for the build-out of the ECE facility through LIHTC is more 

legally and programmatically challenging, leaving developers and ECE partners the difficult task of 

securing additional funds.   

 

What are the biggest barriers and challenges? This report addresses various barriers and challenges 

developers and ECE providers face in efforts to co-locate, ranging from financing to the logistics of finding 

and forming a partnership. Cost is by far the biggest inhibitor to co-location in Oregon, as affordable 

housing construction can exceed $400 per square foot and quickly consume the supply-building subsidies 

that do exist across a fraction of the projects in need of funding. ECE facilities are also complex, nuanced, 

and expensive construction projects that include regulations often unknown to housing developers and 

can cost $40,000 - $60,000 per child to complete. Recent regulatory interpretations regarding prevailing 

wage rates (PWR) further add to cost and make co-location difficult financially even with significant 

subsidy. The state exempts most affordable housing projects from having to pay higher wage rates to 

contractors because of the severe need for housing, but when any commercial space is added to plans – 

whether it be an ECE center or residential family child care home – developers must pay PWR on all 

elements of the project, including residential space. This can make co-location prohibitively expensive for 

developers, in some cases adding 10-20% to total development costs that already range from $20 million 

- $40 million. 

 

Even when developers can work out financing, they often struggle to find ECE operators ready, able and 

willing to expand or open a new facility. ECE is an under-resourced sector that often must patch together 

various public and private funding streams to enroll children, especially those from low-income families. 

Difficult business models make a provider’s ability to wait out long land use, permitting, and construction 

timelines an even greater challenge. A pool of providers interested in expanding operations does exist in 

Oregon, but developers struggle to know where to look to find partners, especially those with contracts 

to consistently enroll low-income children, such as Head Start or Preschool Promise. Both housing 

developers and ECE providers need significant technical assistance (TA) to help make connections and 

 
1 Home-based or family child care (FCC), takes place in the primary residence of providers and serves a smaller 
number of children across age bands. Center- and home-based ECE facilities are both licensed, quality forms of care. 
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navigate complex legal and regulatory environments, but few -- if any – organizations are capable of 

match-making and providing TA across two historically disconnected sectors.  

 

What can Oregon do to encourage more co-location of ECE and affordable housing? Despite challenges, 

Oregon has substantial opportunities and avenues for expanding the number of co-located developments 

in the state. The figure below includes recommendations on design and management of the Oregon Co-

Location Fund, with significant rationale in the body of the report, for why the state should consider 

contracting with an intermediary organization, such as a community development financial institution 

(CDFI) to manage all aspects of the fund. CDFIs are adept in leveraging public, private, and philanthropic 

funds, and they have unique experience in both affordable housing development and ECE facilities 

projects. Working with a CDFI would also help the state create and maintain a formal pipeline of 

developers and ECE providers seeking partners, a structure critical in equitably allocating funding to the 

highest-impact projects that may be least likely to qualify for other forms of capital.  
 

 

 

 

HB 5011 Oregon Co-Location Fund Recommendations 

Core Recommendations 

1) Contract with an intermediary organization, such as a community development financial institution 
(CDFI) to manage the fund, track development pipelines, and provide technical assistance. 

2) Create and monitor a state pipeline of ECE operators and developers interested in co-locating. Deploy 
funds throughout the pipeline based on project readiness and potential impact. Evaluating impact 
should focus on the development’s commitment to serving low-income and BIPOC families, rural 
communities, and other areas with severe housing and ECE supply shortages.  

Program Design Recommendations 

Low-Interest Loan Fund 
(To be funded with $5 million in 
seed funding from HB 5011 and 
leveraged with private, 
philanthropic, and other public 
sources of capital) 

Eligibility: Any affordable housing developer or ECE provider. 

Financial Products: Low-interest loans (0.5 – 4.0% interest) 

Intended Uses: Any pre-development, acquisition, construction, or 
fit-out costs related to newly constructed, preserved or enhanced, 
or retrofitted ECE facilities in affordable housing projects.  

Award Caps and Formulas: No definitive caps but subject to fund 
availability, stage of development, and anticipated impact of project.  

ECE Facilities Grant Pool  
(To be funded with $4.5 million 
in seed funding and possibly 
supported by additional 
fundraising) 

Eligibility: Any licensed ECE provider. 

Financial Products: Grants 

Intended Uses: Any pre-development, acquisition, construction, or 
fit-out costs related to newly constructed, preserved or enhanced, 
or retrofitted ECE facilities in affordable housing projects. 

Award Caps and Formulas: Caps of $120,000 (pre-development) and 
$2 million (full build-out). Grants for full build-out should be capped 
at $40,000 – 60,000 per child for new construction and $25,000 - 
$50,000 per child for tenant improvement.  

Family Child Care Repair and 
Renovation Grants 
(To be funded with $500,000 in 
seed funding and possibly 
supported by additional 
fundraising) 

Eligibility: Affordable housing developers or FCC providers. 

Financial Products: Grants 

Intended Uses: Any cost associated with improving indoor or 
outdoor space of an existing unit of affordable housing to 
accommodate a Family Child Care provider. 

Award Caps and Formulas: $20,000 - $50,000 ($2,000 - $5,000 per 
child) 
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delivering the shell of the ECE space but exclude any interior fit-out costs and may or may not 

provide a Tenant Improvement (TI) allowance. ECE providers will then fund either fully or partially 

the fit-out costs needed to create a functioning space for their business.   

 

The lease rates identified in pre-development partnerships for co-located ECE facilities are 

typically nominal (i.e., basically no-cost, or substantially below market). This is common in 

partnerships with nonprofit providers or community development organizations who are 

contributing to a broader mission. Leases are often structured as triple-net (NNN), a common 

commercial real estate tool requiring the ECE provider (tenant) to pay base rent along with 

property taxes, building insurance for the space, and common area maintenance (CAM) costs, 

basically incurring all expenses related to the ECE space. Full-service leases can also be used, 

whereby the ECE provider pays a base rent, and the developer is then responsible for covering 

the expenses of maintaining and operating the commercial space. 

 

2. Lease post-construction – The other common approach to structuring agreements is for ECE 

providers to lease vacant ground floor commercial space from an existing affordable housing 

development. This often requires ECE providers to seek out a line of credit to finance the fit-out 

costs of the ground floor commercial space partially or fully, depending on whether the developer 

was willing to offer a tenant improvement (TI) allowance. In most of these instances, the ECE 

provider is looking to add a second facility to their business or grow out of a smaller space into a 

larger facility. This model tends to mirror lease structures cited above. 

 

The physical siting of the ECE facility in co-located projects can vary depending on the geographic context 

of the development. For instance, co-location in urban areas tends to occur by the ECE operator leasing 

or owning ground-floor retail space underneath an apartment complex. In suburban and rural settings 

where land is less of a premium, space for ECE facilities is more often detached from the housing itself. 

This can make it easier for the addition of the ECE facility to occur post-construction of housing and can 

often involve up-front donations of land or space by developers or local governments.  

 

  



 
Case Study 1: PCC/Killingsworth 

Location:      Portland, Oregon 

Developer:  Home Forward in partnership with  
                       Portland Community College (PCC) 

Year Built:       2023 

ECE Provider:  Native American Youth and Family  
                           Center (NAYA) 

Overview | Currently in pre-development, Home 
Forward and PCC are jointly developing a four-
story mixed-use project at the corner of NE 42nd 
Avenue and Killingsworth Street in Portland. The 
site is the current location of PCC Metro, the 
community college’s workforce training center. 
The project will provide an entirely new work force 
training center facility as well as 84 units of 
affordable housing and 4,200 square feet for 
ground floor community space. Home Forward will 
lease the community space to NAYA to operate an 
ECE center open to both residents and non-
residents.  

Project Details | The development will be located on a roughly 2.8-acre site and will contain 83,575 gross 
square feet of residential space (68,810 sq. ft. of residential units; 14,765 sq. ft. of common areas). The 
ground floor will feature a 4,200 square foot ECE center available to both residents and non-residents 
(actual ECE programmatic details have yet to be determined). Home Forward will deliver a shell to NAYA 
for the ECE facility. NAYA will then pay for the fit-out costs needed for a functioning and licensed ECE fa-
cility, which it hopes will be operationally supported by a Head Start contract through Oregon Child Devel-
opment Coalition (OCDC). The fit-out costs are not yet publicly available, however, NAYA has indicated 
that it hopes to be supported by state American Rescue Plan Act (ARPA) dollars to help pay for at least a 
portion of the costs. Once the improvements on the space are complete, Home Forward will create a 
ground floor commercial area condominium to separate the residential and the commercial space and 
donate the commercial area to NAYA. The residential portion of the building will consist of 84 affordable 
units. The units are a mix of Studios (18 units); 1-bedrooms (6 units); 2-bedrooms (45 units); and 3-
bedrooms (15 units). The development will average 47 percent of the Area Median Income (AMI), with 28 
units set-aside for households earning 30 percent AMI or below.  

Source: Home Forward 
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PCC/Killingsworth Rendering 

Co-location Considerations | The ECE facility is included in the project’s LIHTC basis, which enables it to 
raise equity for the development of that space. This is allowable because the site is located within a Quali-
fied Census Tract, and the ECE facility meets federal LIHTC regulations for a Community Service Facility. 
Community Service Facilities in QCTs allow developers to open up services to non-residents. However, in 
doing this, the project triggered the Oregon Bureau of Labor and Industries (BOLI) prevailing wage law, 
increasing the costs of construction. Additionally, the agreement between NAYA and Home Forward pro-
vides no additional income to the project, limiting the project’s ability to leverage a larger first position 
mortgage from a private bank. NAYA plans to use some federally appropriated emergency relief funds 
(ARPA) to cover fit-out costs for the ECE facility. These funds will support demising walls, plumbing fix-
tures, finishes, and other tenant improvements. Without one-time federal funds, NAYA would have to ei-
ther launch a substantial, long-term fundraising campaign to cover such costs or identify a lender to pro-
vide a business or construction loan.  



  Total Per Unit Per Sq. Ft. 

Acquisition $0 $0 $0 

Construction $26,945,718 $320,782 $307 

Soft Costs $6,041,993 $71,928 $69 

Developer Fee $4,607,779 $54,855 $52 

Operating Reserve $443,956 $5,285 $5 

Total $38,039,446 $452,851 $433 

Figure 2. PCC/Killingsworth Uses 

PCC/Killingsworth Case Study 

Financing | The sources indicate that the project will be financed through a variety of affordable housing 

funding mechanisms. The largest source of funding, $17.5 million of the project cost, is 4 percent Low In-

come Housing Tax Credit (LIHTC) equity. The cost of the ECE facility was included in LIHTC basis. Financing 

for the development also includes: a Bank Loan ($7.2 million) with a 4.5% interest rate; a Portland Housing 

Bureau (PHB) Metro loan ($6 million); OHCS LIFT financing ($3.5 million); developer contributions ($2.6 mil-

lion) which include a deferred developer fee and a sponsor’s loan; and Non-OHCS Grants ($1.1 million) 

which include a System Development Charge (SDC) waiver and Construction Excise Tax (CET) exemption. 

NAYA has indicated that at least a portion of the total fit-out costs for the ECE facility will be covered by 

ARPA funds. The total cost to fit-out the ECE facility is not yet publicly available.  
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Figure 3. PCC/Killingsworth Sources 

  Total Per Unit Per Sq. Ft. 

4% LIHTC Equity $17,542,593 $208,840 $200 

Bank Loan $7,200,000 $85,714 $82 

PHB Metro Loan $6,006,000 $71,500 $68 

OHCS LIFT $3,525,000 $41,964 $40 

Developer Contributions $2,646,716 $31,509 $30 

Non-OHCS Grants $1,119,137 $13,323 $13 

Source: Home Forward 

Cost | The total project cost (excluding the fit-out costs of the ECE facility) is $38 million, which amounts 

to $455 per square foot. Approximately 71 percent of the project costs are for construction, while 29 per-

cent are for soft costs, paid developer fee and reserves. The project has been awarded a 4 percent Low-

Income Housing Tax Credit (LIHTC) allocation and qualifies for a 30 percent basis boost for being in a 

Qualified Census Tract (QCT).  

Source: Home Forward 



 
Case Study 2: Ochoco School Crossing 

Location:      Prineville, Oregon 

Developer:  HousingWorks 

Year Built:       2018 

ECE Provider:  NeighborImpact 

Overview | Ochoco School Crossing is located in an old elementary school building in Prineville, Oregon, 
that has been rehabilitated as low-income apartments, a community center, and a Head Start facility. 
After a new school was built, HousingWorks, the housing authority for Deschutes, Crook and Jefferson 
counties, acquired the retired elementary school from the Crook County School District and transformed 
it into much needed affordable housing and community amenities. The site was an ideal location for 
NeighborImpact which needed a new location for a Head Start program. HousingWorks structured a long-
term master lease with NeighborImpact through which NeighborImpact pays $1.00 per year for the use of 
the ECE facility as the occupying tenant. HousingWorks acts as the master tenant. The community center 
and some outdoor space, which includes a playground, is leased to the Crook County Parks and 
Recreation Department and is available to residents and the wider community.  

Project Details | The development is located on a 
roughly 6-acre site and contains 33,266 gross 
square feet of residential space (23,320 sq. ft. of 
residential units; 9,946 sq. ft. of common areas). 
The property has two buildings: the old school 
building contains 29 apartments and the former 
school’s gymnasium houses a community center. 
Of the 29 affordable apartment units, there is a 
mix of Studios (2 units at 550 sq. ft.); 1-bedrooms 
(8 units averaging 690 sq. ft.); 2-bedrooms (16 
units averaging 845 sq. ft.); and 3-bedrooms (2 
units of 1,090 sq. ft.). All units are restricted to 50 
percent of the Area Median Income (AMI). The 
second building houses the Head Start classroom, 
repurposing the school cafeteria. It has a com-
mercial kitchen and two classrooms, and will be 
managed by NeighborImpact, the local Head Start 
provider that also has an Oregon Preschool Prom-
ise contract. The ECE facility is about 9,400 sq. ft.  

Source: NeighborImpact (top) and HousingWorks (bottom) 
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Ochoco School Crossing ECE Center and Apartments 

ECE facility provides no additional income to the developer, as NeighborImpact received a long-term lease 
rate of $1.00 per year. NeighborImpact cited this as a huge boost in its ability to serve children, as compa-
rable spaces in the region can cost $1400 - $1600 per month to rent. The facility also blends Preschool 
Promise and Head Start dollars, allowing NeighborImpact to dilute its total reliance on federal funds and 
avoid potential problems with federal Head Start requirements governing how much of program support 
can come from in-kind or other donations. Despite the master lease structure, the project does not land 
in a qualified census tract and therefore the ECE facility could not be included in LIHTC eligible basis as a 
Community Service Facility. The relatively low cost of the project made rehabilitation of the ECE building 
financially feasible, requiring very few funding sources. These sources did not trigger the Oregon Bureau 
of Labor and Industries (BOLI) prevailing wage law, as it received less than $750,000 in public funding oth-
er than LIHTC and the project was wood-frame and below four stories.  

Co-Location Considerations | In this case, the  
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Location Considerations 
Case studies presented above identify common challenges and opportunities for co-locating ECE facilities 

with affordable housing in Oregon. To assess potential need for similar future models and how state funds 

might best be targeted to areas in need of most support, this section provides a high-level overview of 

how the need for ECE and affordable housing is distributed across the state, beginning with a county-level 

demographic analysis of the state’s 0-5 year-old population. Pairing these data with measures of existing 

ECE capacity help to define the state’s “child care deserts”— regions where the existing ECE capacity could 

serve less than one-third of the region’s children. Both existing and newly developed affordable housing 

sites provide opportunities for co-located ECE facilities. A regional assessment of need for new affordable 

housing characterizes these opportunities. This section concludes with a brief discussion of additional 

geographic considerations policymakers should evaluate when funding co-located ECE development. 

 

Population Characteristics  
The American Community Survey (ACS), conducted annually by the United States Census Bureau, provides 

the most consistent and comprehensive data available to quantify the potential need for child care within 

and across regions. Information presented in the text, tables, and figures below about the size and 

characteristics of children in Oregon are derived from the 2015-2019 ACS five-year estimates.  

 

Not every family with young children necessarily seeks child care outside of the home. Similarly, not every 

family that needs child care has access to quality, affordable options. However, each characteristic 

examined below has a plausible connection to demand for ECE and a demonstrated association with 

limited access to ECE. These characteristics of Oregon’s children ages 0-5 include: geography, 

race/ethnicity, family income, family structure, and ability to speak English (due to limitations in the data, 

some statistics reflect characteristics of age ranges other than 0-5).  

 

These characteristics provide a high-level overview of potential need for ECE in each Oregon county and 

a starting point for prioritizing program funding within and across regions of the state. They do not cover 

all pertinent characteristics relevant to ensuring equitable access to ECE. For example, the state’s early 

learning hubs have selected priority populations that reflect the interests and needs of families in each 

hub’s region. Priority populations generally include populations defined by economic conditions (family 

income or employment status), race and ethnicity, and in some cases characteristics less readily available 

in Census data, such as disability status or foster care involved youth. Age, income, and other details of 

priority population definitions vary from hub to hub. ACS data can provide sub-county information that 

could guide site selection for co-located facilities to receive state support through HB 5011.28  

 

In all, the ACS estimates indicate that about 275,000 children aged 0-5 live in Oregon. About 2.4 percent 

live in one of ten Oregon counties identified as “frontier” by Oregon’s Office of Rural Health, 13.7 percent 

live in 13 rural counties, and the remaining 83.9 percent live in 13 urban counties. Figure 16 categorizes 

each county in Oregon using these classifications. Although the frontier counties encompass a relatively 

small share of the population, the remoteness of these counties from urban centers presents qualitatively 

different child care and housing development challenges than those faced by families and developers 

 
28 E.g., See the community-level analysis in Pratt et al. (2020). 

https://health.oregonstate.edu/early-learners/research/barriers-accessing-child-care-subsidies-oregon

